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I. 

INTRODUCTION 

Pursuant to D.02-10-062, on April 2, 2007, Southern California Edison Company (SCE) 

submitted its April 2007 Energy Resource Recovery Account (ERRA) application to the 

Commission, which sets forth SCE’s procurement-related operations for the Record Period 

January 1, 2006 through December 31, 2006.  In this application, SCE demonstrates that during 

the Record Period: (1) its recorded fuel expenses and energy expenses were reasonable, (2) its 

contract administration, dispatch of generation resources, and related spot market transactions 

complied with Standard of Conduct Four in SCE’s Commission-approved procurement plan, and 

(3) its other operations subject to Commission review were reasonable. 

In addition, as required in D.06-05-016, SCE presents testimony in this proceeding to 

support a finding that the entries recorded in the Mohave Balancing Account (MBA) are 
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reasonable, and that capital expenditures of $16.4 million that SCE incurred to preserve the 

possibility of continued or resumed operations at the Mohave Generating Station beyond 

December 31, 2005 are reasonable and recoverable.  Once approved, SCE will recover the 

annual capital-related revenue requirement associated with these capital expenditures (i.e., 

depreciation, return, and associated taxes) through the operation of the MBA. 

On May 8, 2007, the Division of Ratepayer Advocates (DRA) filed a motion to strike 

those portions of SCE’s application and prepared testimony that deal with its request to recover 

the balance in the Mohave Balancing Account.1  In its motion, DRA argues that SCE’s request 

for evaluation of the MBA in the ERRA proceeding is an inappropriate attempt to modify the 

scope of the ERRA, which, according to DRA, “is limited to review of procurement activites.”2  

DRA also claims that including a review of the MBA in the ERRA “potentially confuses the 

standard of review of the ERRA, which is generally considered a compliance filing.”3  Finally, 

DRA believes review of the MBA in the ERRA would avoid any meaningful review, because 

“there is typically limited participation by intervenors in ERRA proceedings.”4  As SCE will 

demonstrate below, none of DRA’s concerns has any merit. 

II. 

SCE’S REQUEST FOR THE COMMISSION TO REVIEW THE MBA IN THIS ERRA 

PROCEEDING HAS BEEN APPROVED BY THE COMMISSION 

On pages 3-5 of its motion, DRA argues that consideration of the MBA in the ERRA 

would be inappropriate because it would involve a review of the O&M and capital-related costs 

recorded in the account.  According to DRA, “review of ERRAs remains limited in scope to the 

tracking of procurement-related costs, including contract administration, utility retained 

                                                 

1  Specifically, DRA moves to strike the final paragraph on page 3 of SCE’s application, and Chapter V of SCE’s 
confidential and public prepared testimony (pages 73-119 of volume one), identified as SCE-1. 

2  DRA motion, page 3. 
3  Id. 
4  Id. 
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gerenation (URG) fuel costs, and least cost dispatch.”  DRA argues that “the issues relevant to 

the ERRA proceeding have been heavily disputed,” and that the Commission has excluded a 

review of O&M and capital-related costs from the ERRA.5 

While DRA is correct that the scope of the ERRA proceeding has been heavily litigated, 

the focus of the dispute in SCE’s ERRA has been disagreement over whether Commission 

review of least cost dispatch under Standard of Conduct 4 (SOC4) should be limited to the day-

ahead and hour-ahead markets, or should include a review of procurement transactions up to one 

year in advance of delivery.  The nature of this dispute is reflected in the passages from 

Commission ERRA decisions that DRA quotes in footnotes 3-5 of its motion, particularly in 

D.05-01-054, pages 7-10.  There, the Commission confirmed that its review of SCE’s least cost 

dispatch activities in the ERRA should be limited to the day-ahead and hour-ahead markets.  

Review of longer-term transactions, such as those made up to a year in advance of delivery, 

should take place in the utility’s quaterly procurement advice letter filings. 

However, DRA overlooks the fact that the Commission has used the ERRA proceedings 

to review issues other than least cost dispatch.  D.05-01-054 offers a good example of 

Commission review of these other issues.  In this decision, the Commission discusses SOC4 

issues, including least cost dispatch and contract administration, on the first 23 pages of the 

decision.  Beginning on page 25, the Commission discusses issues that were raised in DRA’s 

audit in that proceeding, including payments to CDWR, an ISO expense adjustment, refinancing 

transaction fees, and employee-related costs.  Beginning on page 28, the Commission discusses 

various uncontested issues that were raised in SCE’s testimony, including the reasonableness of 

SCE’s generation operations, a review of special contracts, SCE’s cost of collateral, ISO-related 

costs, fuel oil inventory carrying costs, and electric vehicle costs. 

The issues addressed in D.05-01-054 merely illustrate the fact that it is the Commission 

that defines the scope of the ERRA, and that the scope often extends beyond least-cost dispatch 

                                                 

5  DRA motion, page 4. 
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and contract administration.  For example, on page 4 of its motion, DRA quotes a passage from 

page 62 of D.02-10-062 to support its claim that O&M and capital-related costs are not to be 

reviewed in the ERRA.  Actually, this passage states that the Commission “finds merit” in 

TURN’s proposal to consider O&M and capital costs in the ERRA, but does not adopt it “at this 

time.”  Rather, “We should revisit this proposal when the Commission addresses whether the 

respondent utilities should build or operate new generation resources.”  The point is that it is 

clearly within the Commission’s discretion to consider O&M and capital-related costs in the 

ERRA if it chooses to do so. 

DRA also claims that D.05-11-007 (a PG&E ERRA proceeding) excludes a review of 

“URG operations, maintenance or capital costs” from the ERRA.  According to DRA, “[in D.05-

11-007] the Commission refused to consider DRA’s review of PG&E’s URG operations, 

including planned and unplanned forced outages, to evaluate the reasonableness of PG&E actual 

power purchases.”6  However, DRA’s description does not reflect what the Commission actually 

did in that decision.  On pages 2-4 of D.05-11-007, the Commission provided a detailed 

description of an unplanned forced outage at PG&E’s Rock Creek Powerhouse Unit 1, which 

included DRA’s argument that the outage was unreasonable and PG&E’s reply explaining why 

the maintenance performed during the outage was reasonable and why the replacement power 

cost incurred during the outage was reasonable.  The Commission then stated, “Based on this 

record, we conclude that PG&E prudently managed its energy source impacted by the unplanned 

outage and did not adversely impact its URG fuel cost.”7  This conclusion was supported by 

detailed findings of fact (Findings 4-9) and a conclusion of law (Conclusion 3).  If a review of 

URG forced outages and related maintenance is outside the scope of the ERRA, why did the 

Commission actually review the forced outage of Rock Creek Unit 1 in PG&E’s ERRA decision, 

and support its conclusion that the outage was reasonable with detailed findings and 

                                                 

6  DRA motion, pages 4-5. 
7  D.05-11-007, pages 2-4. 
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conclusions?  Obviously, the Commission has discretion to review issues in the ERRA that are 

not ordinarily considered ERRA issues whenever it decides it is appropriate to do so.8 

Finally, DRA includes in its motion a lengthy quote from D.06-05-016, SCE’s 2006 

General Rate Case decision, to show that when the Commission approved the MBA, it intended 

that both O&M and capital-related costs should be recorded in the account.  SCE agrees that this 

was the Commission’s intent.  DRA also acknowledges that the Commission adopted “the two-

way balancing account as proposed by SCE.”9  What DRA does not acknowledge is that when 

the Commission adopted the MBA “as proposed by SCE,” it actually authorized SCE to request 

review of the MBA in the ERRA proceeding.  In SCE’s prepared GRC testimony in which it 

presented its proposal for ratemaking treatment of the Mohave shutdown costs, SCE proposed 

the establishment of a balancing account in which to record Mohave O&M and capital-related 

expenses.10  SCE’s testimony described the proposed monthly operation of the account, and then 

stated: “The Commission could review the reasonableness of the amounts recorded in the MBA 

on an annual basis in SCE’s Energy Resource Recovery Account (ERRA) proceedings.”11 

In Ordering Paragraph 9 of D.06-05-016 the Commission states: “At an appropriate time, 

after the permanent status of Mohave is determined, SCE shall file an application seeking a final 

determination of the reasonableness of the costs recorded to the Mohave balancing account.”  

The wording of this ordering paragraph gives SCE the discretion to decide when and in what 

forum it will file its application for Commission review of the MBA.  Given SCE’s proposal in 

its GRC testimony that this review could take place in the ERRA, and the Commission’s 

approval of the MBA “as proposed by SCE,” D.06-05-016 clearly authorized SCE to request 

review of the MBA in the ERRA proceeding if it chose to do so. 

                                                 

8  It is SCE’s position that Commission review of URG operations, maintenance and outages in the ERRA is 
appropriate because the length of URG outages has a direct impact on the cost of replacement power, which is 
obviously a procurement cost that is appropriate for review in the ERRA. 

9  See DRA motion, page 5.  The quoted passage is from D.06-05-016, page 19 (emphasis added). 
10  See, A.04-12-014, SCE Exhibit 77, page 100. 
11  Id., page 118. 
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This is in fact the course SCE chose.  On May 22, 2006, SCE filed Advice Letter 2003-E 

to implement D.06-05-016.  Among other things, the Advice Letter noted that D.06-05-016 

approved the MBA “to record the ongoing O&M expenses and capital-related costs associated 

with the temporary shutdown [of Mohave].”12  Appendix 1 of the Advice Letter established a 

number of new regulatory mechanisms, including the MBA.  The language establishing the 

MBA stated that “Reasonableness of amounts recorded in the MBA shall be determined in 

SCE’s April 1st ERRA annual reasonableness proceedings.”13  The Advice Letter also attached 

the proposed MBA tariff, which states in paragraph 4 that “Reasonableness of amounts recorded 

in the MBA shall be determined in SCE’s April 1st ERRA annual reasonableness proceedings.”  

After the customary review of Advice Letter 2003-E, the Energy Division issued its approval of 

the Advice Letter, including the proposed MBA tariff, on September 14, 2006.  Therefore, 

Commission review of the MBA in SCE’s ERRA has been granted full Commission approval.  

DRA’s arguments to the contrary are simply not valid.  For the Commission’s convenience, SCE 

has attached the relevant pages of Advice Letter 2003-E, the MBA tariff, and the Energy 

Division’s approval letter as Appendix A to this response. 

III. 

DRA’S OTHER ARGUMENTS LACK VALIDITY 

A. The MBA Can Be Subject to a Traditional Reasonableness Review in the ERRA 

Given the Commission’s approval for SCE to seek review of the MBA in the ERRA 

proceeding, DRA’s other arguments in its motion can be disposed of readily.  For example, on 

pages 6-8 of its motion, DRA argues that the scope of review in the ERRA is limited to a 

compliance review, rather than the full reasonablness review the Commission contemplates for 

the MBA.  But as the passages from the Commission decisions quoted on page 6 of DRA’s 

                                                 

12  Advice Letter 2003-E, page 2. 
13  Id., Appendix 1, page 1. 
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motion make clear, the compliance review standard applies (as required by AB 57) to 

Commission review of issues within the perview of SOC4 – particularly to the review of SCE’s 

least cost dispatch activities.  In contrast, Commission review of the O&M and capital-related 

costs in the MBA is not governed by AB 57.  Therefore, it is appropriate for this review to be a 

traditional reasonableness review.  Given the fact that the Commission has adopted a number of 

decisions that define the scope of a compliance review as compared to a reasonableness review, 

SCE has no doubt the Commission can apply the two standards appropriately in this proceeding. 

B. A Reasonableness Review of the MBA Would Not be Appropriate in a GRC 

On page 7 of its motion, DRA states that “a full-blown reasonableness review, such as in 

a General Rate Case, is necessary to determine the appropriateness of entries made into the 

MBA.”  Here, DRA misstates the purpose of a General Rate Case.  The overall purpose of a 

GRC is to review forward-looking, estimated costs in order to establish a future test year revenue 

requirement.  GRC proceedings occur only once every three years.  On the other hand, the 

purpose of the MBA is to facilitate an annual review of recorded Mohave O&M and capital-

related costs.  This review is to determine the level of such costs that, in the wording of 

paragraph 4 of the account, will be “recovered from or returned to customers on an annual 

basis.”  With only rare exceptions, GRCs do not review recorded costs in balancing accounts.  

However, Commission review of recorded costs is one of the main purposes of SCE’s April 

ERRA proceeding.  Moreover, Mohave costs in the MBA are to be reviewed on an annual basis, 

not every three years as would be the case in a GRC.  This is consistent with the Commission’s 

statement that it approved the MBA “Due to the many uncertainties related to [Mohave].”14  It 

would simply exacerbate those uncertainties if the Commission were to review the MBA only 

once every three years in a GRC proceeding. 

                                                 

14  D.06-05-016, page 18. 
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C. Broad Public Participation can be Readily Obtained in the ERRA 

DRA argues on pages 8-9 of its motion that public participation in the ERRA is normally 

quite limited, and that such participation would be broader in a GRC or other proceeding.  This 

argument ignores the fact that all parties to SCE’s 2006 GRC had a full opportunity to express 

their positions on the issues related to Mohave in the GRC proceeding.  Thus, SCE’s Mohave 

proposals have already had a full public airing.  Nevertheless, if the Commission wishes to give a 

broader audience the opportunity to comment on the costs recorded in the MBA, it can do so by 

simply directing SCE to serve its ERRA testimony on a more extensive service list. 

D. The ERRA Schedule can be Modified to Accommodate DRA’s Staffing Concerns 

Finally, DRA argues on page 8 of its motion that given all the other issues in the ERRA, 

it lacks the resources to fully evaluate the costs in the MBA in this proceeding.  SCE disagrees.  

Whether DRA is required to evaluate the MBA costs in this proceeding or in some other 

proceeding, the amount of work involved will be the same.  It is simply a matter of DRA 

allocating the appropriate level of its resources to accomplish the work.  However, if it would 

assist DRA in its review, SCE would not object to the Commission separating out the Mohave 

issues within the context of this proceeding, and allowing DRA to submit its report on those 

issues on a somewhat delayed time schedule.  For example, DRA could submit its report on all 

other issues in the proceeding on August 3, as DRA has proposed in its protest filed on May 7, 

and then submit its report on the Mohave issues three weeks later on August 24.  Obviously, this 

delay would also require that SCE’s rebuttal testimony on the Mohave issues would have to be 

delayed, perhaps to September 14.  This may also require the hearing dates to be delayed perhaps 

by one week to September 24-26.  The point is that SCE is willing to be flexible with regard to 

DRA’s schedule for issuing its report on the MBA as long as the Mohave issues can be included 

in the final decision in this proceeding. 
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IV. 

CONCLUSION 

For all the reasons set forth above, SCE requests the Commission to deny DRA’s motion 

to strike.  However, SCE is willing to be flexible regarding the time schedule for DRA to submit 

its report on the Mohave issues, as long as those issues can be resolved in the Commission’s 

decision in this proceeding. 
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